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Foreign Debt in Indonesia
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Abstract

When Soeharto took over power from Sukarno in 1966,
he inherited an external public debt of $2.4 billion. However,
in 1988, Indonesia’s foreign debt has amounted to over $40
billion, twenty times than two decades ago. In this article, I
will try to investigate four factors which might be able to ex-
plain the reason why Indonesia become heavily depending on
foreign debt.These factors are: Sukarno’s legacy, Soeharto’s po-
litical concerns, economic nationalism, and Western creditors’
self-interest consideration.

In this case study, we find that Soeharto’s personal rule,
Army, patrimonialism, conflict between technocrats and techni-

-cians and foreign creditors are all involved in the debt prob-

lem. Although no any single player can wholly responsible for
the increasing in debt, President Soeharto stillshould assume
most of the responsibility for this enormous debt.

Although Indonesian Army play a very important, even
dominant, role in Indonesia’s politics, they are subordinate to
Soeharto’s control. There is a patron-client system between
President Soeharto and the Army. Therefore, Soeharto has to
take care of the Army’s interests in exchange for their support.
In addition, Soeharto is greatly influenced by economic na-
tionalism, which resulted in Soeharto’s fully authorizing Gener-

, al Sutowo to establish a Pertamina empire which was almost

out of the control of the bureaucracy. It is the patrimonial
system, being based upon the Pertamina empire, incorporates
Soeharto with the Army, and this results in terrible corruption
which indirectly increases Indonesia’s foreign debt.

Soeharto also has to pay attention to the Indonesaia popu-
lation who might provide an opportunity for PKI's revival if
Soeharto Government failed to take care of these poor Indone-
sians. Therefore, he needs economic experts to help him to
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solve economic problems, and improve the rural and agricultur-
al conditions. In other words, Soeharto has to improve In-
donesia’s economic conditions in general; otherwise it will be-
come more difficult for him to maintain his power.

As a whole, either in particular or in general, Soeharto is
the one who should assume the responsibility for the final de-
cisions of important economic policies. Nevertheless, it cannot
hence be concluded that Indonesia’s politics or economic poli-
cies can be fully understood in terms of the model of personal
rule. To understand Indonesia’s politics and economy, we still
need other models--eg., military, patrimonialism, economic na-
tionalism, and technocrats-technecians--for complement.

Key Words: Foreign Debt, Political Economy, Indonesia, Soe-
harto, Economic Nationalism.
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